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EDITORIAL
Accountants and Credit 
Questionnaires
Readers of The Journal of Account­
ancy may remember that we referred, 
in the issue of August, 1928, to a series 
of questionnaires which had been sent out to accountants, chiefly
in the middle west, asking questions with reference to the nature 
and extent of audits which they had conducted for clients who 
were debtors to so-called “factors” in the textile business. At 
that time it had been asked whether such questionnaires were 
proper or not, and accountants generally expressed the opinion 
that factors had no right to expect answers, and certainly no right 
whatever to demand answers, as some of them had done. It was 
and still is our opinion that a request for information addressed to 
an accountant by one who is not a client should be courteously ex­
pressed and that all semblance of threat for failure to reply is not 
only offensive but deplorable. This question was referred to the 
executive committee of the American Institute of Accountants 
and certain investigations conducted by representatives of that 
committee have led to the conclusion that the questionnaires 
which were the subject of protest were not intended to convey 
the impression which they actually created. The credit agencies, 
which in the textile business assume the title “factors,” are natu­
rally anxious to obtain full information as to the responsibility 
of debtors, and it is not astonishing that they should seek to in­
terrogate the accountant. This much may be admitted without 
argument. The mistake seems to have been due to the manner 
in which the requests were presented and, to an even greater 
extent, to the assumption that the factor had a right to ask for in­
formation without the knowledge of the client. This, of course, 
is out of the question. Some of the forms which have been em­
ployed by textile factors are said to contain a space for the client’s 
signature, as authorization for the factors to question the account­
ants. In other cases this provision has been omitted. It would 
be better if it were always included.
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Naturally every creditor would like to 
have full information about every 
debtor, and in many cases the account­
ant is the only one who could express an independent and compe­
tent opinion on the subject. The accountant should recognize 
this natural desire, but, of course, he must not depart an inch 
from the confidential status of his relationship to the client. 
But, if the client consents to have information given to the factor, 
there seems to be no reason why the accountant should refuse to 
grant the request. When this matter was considered by the 
executive committee of the Institute, the committee expressed 
the opinion that if the accountant is authorized by a client to 
answer questionnaires he should answer each question specifically 
and not by the use of a form letter which could not be suitable in 
all cases. The committee feels that this authorization should be 
obtained by the factor or other inquirer and that it is no part of 
the business of the accountant to propose the matter to the client. 
However, when the factor has induced the client to authorize the 
accountant to make known the details which are desired, the ac­
countant does not over-step his professional limits by supplying 
the information which he believes to be pertinent. Whatever 
information the accountant may give should be in most cases 
solely an exposition of fact. In the ordinary way, he is not justi­
fied in making any prediction or expressing any opinion upon the 
management and the credit responsibility of the client. There 
may be exceptional engagements in which the accountant is called 
upon to audit the accounts of a business for the special purpose of 
making recommendations to the management or as the basis of 
credit. In these cases opinions are not improper, but in the great 
majority of instances the accountant is concerned only with the 
facts, and these are the sum total of the information which he may 
give to the credit agent or other outside inquirer.
A New York newspaper, The Sun, re­
cently published editorial comment 
upon a case lately heard by the su­
preme court of New York, and the following extract is of interest 
to accountants:
“For three years an employee of a Wall-street house appropriated 
checks made out by his firm to its customers, indorsed the name of the 
payees, signed his own name beneath that indorsement and deposited the 
checks in his own account. In the end he was discovered, convicted and
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sentenced to imprisonment. The surety company which repaired the loss 
suffered by his employers brought suit against two banks to recover the 
sums misappropriated. The checks were drawn on the Bank of Man­
hattan Company and were deposited in the Bank of America by the 
thief.
“Whose negligence is answerable for the loss? The banks set up the 
defense that the employer should have discovered these fraudulent prac­
tices by examining its returned checks and that an audit of the firm’s 
books at any time during the three-year period would have disclosed what 
was going on.”
We agree with the writer in The Sun that an audit would have dis­
closed the facts—provided that audit were thorough. Unfortu­
nately many clients still cling to the old theory that an accountant 
should be permitted to do only the least possible amount of re­
search, and the scope of an audit is often so restricted that such 
a crime as the one now under consideration might easily have gone 
undetected because of the unwillingness of the client to permit 
the verification of creditors’ accounts. If an audit of a limited 
and restricted kind had been conducted and the accounts of 
creditors had not been verified the fraud would not have been 
discovered, or at least might have remained undiscovered for a 
long while. Of course, it is desirable for every business man to 
submit his accounts to independent investigation and analysis, 
and when this is done such offenses as the one mentioned will be 
detected almost immediately, but the client himself can not escape 
responsibility simply because an audit should have disclosed cer­
tain things. In this case, a little reasonable care on the part of 
the firm would have been eminently desirable.
In a recent issue of The Journal of 
Accountancy appeared a letter from a 
correspondent who suggested the use of 
the term “ leading clerks ” for the higher seniors on an accountant’s 
staff. We did not regard the suggestion with unqualified ap­
proval, but that does not seem to have caused any discourage­
ment. The correspondent now returns with a far more complex 
problem: he wishes to have “net profits” defined. Perhaps 
someone can lay down a definition of this elastic phrase, but so 
far there has been nothing which is generally accepted as the last 
word. However, here is the latest—perhaps not the last—letter 
of inquiry from our perplexed correspondent. There is a real 
question in this letter and some of the readers of The Journal
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may care to exercise their ingenuity and display their wisdom by 
attempting to reply:
The ready response, the cordial courtesy and the prominent position 
which you accorded my last effusion conspire to induce me to present a 
difficulty which confronts me.
Again referring to the work of the committee on terminology, I assume 
the object in view (or is it yet in view?) is to induce accountants to use 
words and phrases in such a manner that any given expression will always 
represent one, definite and the same thing.
My English friend was so pleased with your remarks on the word 
“dark” that he now lends me his copy of The Accountant for October 
27, 1928, in which there is an editorial, or a leading article—as he calls it— 
on “net profits” wherein occurs the following:
“Thus the ‘net profits’ of a company were described in Lambert v. 
Neuchatel Asphalte Co. (51 L. J. Ch. 882) as the sum divisible after 
discharging or making provision for every outgoing properly chargeable 
against the period, whether a year or less, for which the profits are to be 
calculated, but these are just words, for when in Frances v. Bultfontein 
Mining Co. (1891, 1 Ch. 140) the articles of a company provided a 
percentage to the directors on the ‘net profit’ of each year, the term 
was held to mean the net profits made by the company as a going con­
cern, but did not comprise a profit made by the sale of the whole under­
taking and assets; and in re British Columbia Co. (25 L. T. 653) commis­
sion on net profits of stated contracts was construed to mean such profits 
as arose on each contract, minus only the expenses thereon, but not de­
ducting anything on account of the general management of the 
company.”
In still another case, there was a deed of partnership, which provided 
that each of two partners should draw an annual salary and that, in the 
event of one partner dying, there should be paid to his estate a sum equiv­
alent to a “one-third share of the net annual profits.” The privy council 
decided that while the partners lived, the “net profits” were those left 
after the payment of salaries, but on the death of one, the same words 
meant profits without deducting the salary provided for the surviving 
partner.
Here, in three or four hundred words, are five different definitions of 
the two small words “net profits”—and the article is not signed by Lewis 
Carroll, Edward Lear, William Schwenk Gilbert or Will Rogers, although 
the closing words are, “a different meaning may competently be assigned 
to the same word or phrase even though occurring in the same deed.”
Therefore, Sir, when such august personages as members of the privy 
council, judges and above all, so distinguished an editor, plainly tell us 
that English words are as changeable as a chameleon—what is a would-be 
accountant to do? Pray tell me.
Yours truly, A. W. B. A.
Here is a striking illustration of the imperative need for agree­
ment upon the meaning of phrases so that they may be something 
more than “just words.”
The necessity for thorough investiga­
tion of the records of all men or women 
applying for office employment be­
comes more evident every year. The accounting profession is 
peculiarly exposed to danger because of the conditions under 
which much of the work is done. Nearly every accounting firm 
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employs during January, February and March a much greater 
number of men than in any other month of the year, and the con­
sequence is that at the beginning of the busy season there is a 
temptation to engage practically everyone who seems to have 
the required qualifications, and sometimes in the pressure of 
work firms are inclined to relax their vigilance. As a matter of 
fact none should exercise greater care than the accountant be­
cause an immense amount of harm may be done to the client and 
to the reputation of the accountant himself by the engagement of 
even one man who is undesirable or worse. Some firms have 
adopted a form of application which is as searching as a member­
ship blank for the American Institute, and they will not employ 
anyone who does not answer fully every question asked and give 
a complete record of his history with an adequate explanation of 
any break in that history’s continuity. Sometimes, however, 
firms overlook the necessity for thoroughness and they usually 
have experiences which cause them bitter repentance. For ex­
ample, a few months ago a firm employed an accountant who 
presented C. P. A. certificates from two states. He was employed 
for approximately five months and during that time his services 
were entirely satisfactory. He was found to be a brilliant ac­
countant and he seemed conscientious. The day he left the firm 
he visited the offices of several clients and cashed personal 
cheques aggregating five hundred or six hundred dollars, drawn 
on a bank in which he had no account. When this was discov­
ered the firm communicated with another firm which had been a 
former employer. The latter reported that the man was a good 
accountant but that he had turned out to be dishonest, had caused 
embarrassment and trouble to the firm and its clients and had 
left heavily in debt. Upon inquiry of one of the states in which 
the man was certified, it was learned that the state board believed 
that this man had taken two examinations, had passed both and 
had received from the same state two C. P. A. certificates under 
different names.
State Boards Not 
Always Thorough
The fact that a man with such a record 
was able to obtain employment by two 
firms of good standing is a strong testi­
mony to the fallacy and peril of employing men without thorough 
investigation of references. The record of an applicant from 
school days to the date of his application must be reviewed with
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scrupulous care and every possible lane of information must be 
followed to its end, if accountants are to feel a sense of security 
in their employees. In the present case it is not difficult to un­
derstand how a state board could be so deceived, because applica­
tion blanks are not always comprehensive in their requirements, 
and one who felt irresistibly drawn to the examination room could 
probably enter without revealing the fact that he had already 
been a successful candidate in the same state. Reference letters 
might easily be forged by such a man and unless the state board 
conducted a complete investigation the fraud might not be dis­
covered. It may be said, however, that failure on the part of a 
state board to make thorough inquiry is even more serious than 
such failure by a firm. A man who seeks to be certified by a 
state authority should be compelled to present his full record and 
indisputable evidence of integrity. We have been told that the 
accountant to whom we have referred in these notes is at present 
in search of work.
A well known lawyer in one of our large 
cities, after reading editorial comment 
in The Journal of Accountancy on 
the subject of contingent fees, writes as follows:
“As a matter of fact, you might go a step further than you have gone. 
As I understand it, the point that you are making is that accountants 
should not charge contingent fees, and in order to prove that point you give 
the bad example of lawyers having contingent fees. I suppose the argu­
ment has been made by some accountants, who are in favor of contingent 
fees, that if these fees are allowed for lawyers they should be allowed for 
accountants. In answer to such an argument it can be pointed out that 
there are two marked differences between lawyers and accountants in 
respect to contingent fees. First, contingent fees are usually in damage 
cases involving people who have no money and who couldn't go to court 
unless a contingent fee were allowed. Accountants never appear in 
cases of that sort. Accounting is done for business men who have suffi­
cient money to pay if they have the desire to have the work done. Second, 
the lawyer makes an argument in the case on the evidence. A lawyer 
never testifies in a case himself. The accountant, on the other hand, who 
takes a case on a contingent basis will probably act as a witness in that 
very case. His testimony as a witness will be subject to the criticism that 
he is interested in the outcome.”
Our correspondent’s first contention that clients of accountants 
are always able to pay will amuse some of the practitioners in the 
accounting field. We have heard of accountants who have had 
difficulty in collecting their professional fees, not because the 
client would not pay, but because he could not. Furthermore, 
most accountants who have accepted and are accepting contin­
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gent fees are engaged in so-called tax practice, and their argument 
is always the same when they attempt to defend their departure 
from ethical practice, namely, that the taxpayer can not afford 
to pay and the accountant, moved by a spirit of altruism, comes 
to his defense and will charge nothing if nothing is recovered. 
It seems to us that the defense of the contingent-fee lawyer is 
practically the same as the defense of the contingent-fee ac­
countant—in both cases professional benevolence and sympathy. 
In both cases what they are seeking is a portion of the assets, 
actual or contingent, of a client. It is noteworthy that when a 
contingent fee is mentioned its rate is exorbitant. What, then, 
becomes of this plea that it is only for the good of the client that 
the lawyer or the accountant will undertake work without as­
surance of compensation? An argumentative lawyer, of course, 
will reply, and his equally argumentative brother, the accountant, 
will agree, that the risk of receiving no fee must be compensated 
by a proportionately higher fee in the case of success. But, 
again, we are unable to distinguish between contingent fees and 
avarice or to accept avarice as an expression of benevolence.
The second point in our correspondent’s 
letter is more important and is often 
overlooked. Here one must admit that 
there is a difference between the lawyer and the accountant. 
The lawyer is supposed to be a special pleader, but not a witness. 
The accountant should never be a pleader and when he comes 
into court is a witness. The preparation of a case, whether in 
tax practice or in any other department of accounting, should be 
in the hands of two men, the lawyer and the accountant. The 
accountant should discover the facts, present them in a clear and 
intelligible form and be prepared to support every item which he 
places upon the financial statements. Having done that, he should 
leave the formulation of legal evidence in the hands of the lawyer. 
When the matter comes to court the lawyer will do the pleading, 
the accountant will be the witness. Now it is a fundamental 
rule that the evidence given by a witness, if it is to carry weight 
with the court, must be free of prejudice or bias. The moment 
it is shown that evidence is affected by any ulterior motive, or that 
there is the possibility of such a motive, its value is reduced to a 
minimum. If the accountant, in our hypothetical suit, is cross- 
examined by the lawyer on the other side and it is revealed that
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his fees will depend upon the success or failure of the case, there 
is no doubt at all that his evidence will be practically useless. 
In other words, one may say that the lawyer is not expected to be 
fair and impartial. May Heaven protect the accountant from 
the imputation of such iniquity.
No one who has watched an examiner 
at work upon the grading of candidates’ 
papers can escape a feeling of pity at
Relief for the 
Examiner
the magnitude of the task and its apparent monotony, but now 
and then an examiner who has a sense of humor takes delight in 
his work. At each semi-annual session of the examiners of the 
American Institute of Accountants the solemn and sombre at­
mosphere is relieved by an occasional burst of merriment. Fol­
lowing the November examinations of 1928, one paper in particu­
lar relieved the ennui. The candidate seemed to have been 
thinking in magnitudes. For example, in the paper on auditing, 
the following question appeared:
“The X department store owns and occupies its building. In 1923, 
the president of the company executed a lease for a portion of the building 
without the knowledge of the other officers or directors. No rent was 
collected from the tenant by the company. In 1927, the tenant, threat­
ened with bankruptcy, offered a settlement to all his creditors including 
his landlord, the X department store. The accounts of the department 
store had been audited annually by a public accountant. Should he have 
discovered the omission of this lease and accrued rents? If so, how?”
And the candidate replied, “If the auditor overlooked the tenant 
he certainly failed to examine the largest asset of the company.” 
Some of us have seen such tenants. The same candidate replied 
to another question, “If large enough, a purchasing agent should 
be installed.” We may take it, then, that Daniel Lambert 
would have been the ideal buyer. The examiner who unearthed 
these answers has made an important suggestion for the benefit 
of candidates. Having read the replies of some ten or fifteen 
thousand candidates during the past few years, he has reached 
the conclusion that what the candidate should remember, but 
often forgets, is to read the question which is placed before him. 
This is not as silly as it sounds. Fully twenty-five per cent, of the 
men who fail in examination give evidence that they have not 
read the questions in their entirety; sometimes they have not 
grasped even a single salient point. It is discouraging to find a 
man who really seemed to know how to answer some questions go 
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absolutely astray simply because he had not taken the time and 
trouble to read carefully what was placed before him. Mis­
understanding of this kind is not due to any ambiguity in the 
questions, because in the case of nearly all state examinations, 
and certainly in the case of Institute questions, the utmost care 
is exercised to eliminate any doubtful phraseology which might 
confuse the ordinarily intelligent candidate. Probably nervous­
ness has most to do with the failure to understand, but nervous­
ness is not a valid excuse. Occasionally, however, a candidate 
himself displays a wonderful sense of the appropriate. In the 
last examinations the author of one paper had gone along fairly 
well for a while and then ended suddenly with the following sen­
tence, “I know the general principles of a partnership liquidation, 
but this one stumped me and ruined a perfectly good afternoon— 
au revoir—C474.” Morituri salutamus.
Someone Must 
Collect
Many readers of this magazine are kind 
enough from time to time to send us 
information with reference to unusual
activities. The mail is often enriched by a mass of extraordinary 
advertising of some one who would convince the world that he is 
at least as good as any other accountant. We receive blotters 
with photographs of expert gentlemen, calendars whereon the 
accountant expresses to his much desired clients his hearty good­
will for the new year or for the Christmas season, altruistic recom­
mendations for the relief of the taxpayer, and a host of other mani­
festations of unprofessional benevolence. Most of these things 
are of interest as additions to an accumulation of similar things; 
but now and then we do receive something new. A friend in 
New Jersey sends us a form printed eloquently in red ink, which 
is evidently intended to be attached to letters of inquiry ad­
dressed to a client’s debtors. The form is backed with a most ad­
hesive quality of stickiness and will not be easily removed from 
the questionnaire to which it shall have been attached. It reads 
as follows:
“In auditing the books of the above company, I find your indebtedness 
as indicated above. If correct, your check to balance will facilitate our 
work. If incorrect, please advise.”
This is excellent. We have always thought that the accountant 
should do something to earn his fees. If he can succeed in col­
lecting outstanding accounts he will do much to endear himself to 
50
Editorial
every properly appreciative client. It may be we shall soon 
come to the time when the really up-to-date member of the pro­
fession will place upon his door a legend to the effect that ac­
counts will be audited and collected. What more could any 
client possibly desire?
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